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ELKINS WETHERIEi:In May 1965, Mr. Wetherill became the uir5t
full-time president of the PBW Stock Exchange. He is past chairman of
the Pennsylvania Securities Commission and practices law in a firm he
helped found, Henderson, Wetherill, O'Hey & Horsey, in Norriston
Pennsylvania. Mr. Wetherill is a graduate of the University of Pennsbl.
vania and of its law school.
C. ROBERT ACKERMAN:Mr. Ackerman is president of the Pacific
Stock Exchange, an appointment which he received in May 1974. Prior
to joining the Pacific Exchange in 1973, he was associated with
Goodbody & Company, where he was a general partner and servedas
a member of the firm's executive committee. Mr. Ackerman is a
graduate of Hamilton College.
JAMES F. DOWD:Mr. Dowd was elected president of the Boston
Stock Exchange in July 1969. He joined the staff of the Securities and
Exchange Commission in 1951as a trial attorney, and received ap-
pointments as chief enforcement attorney, assistant regional adniini
trator, and New England regional administrator. He isa graduate of
Boston College and of the Boston CollegeLaw School.
WETHERILL: Do the regional exchangeshave a role to play in the long
term? Even if they have sucha role, can they survive the short ternl and
thus have theopportunity to play that long-term role?
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iuld answer yesto both those questions. But saying yes does not
quake ithappen. There are somany unknowns in this formula thatit
reminds meof the comedyroutine that those two comedians, Bob and
Rayused to put on.One would say to the other, "Ihaven't seen you for a
long time.HoW've you been?""Gosh, I've been fine. What are you doing
now?" "Well,I've got a newjob." "What's that?" "I'm a radio an-
nouncer." 'Gee,that's great. Wriat do you announce?""Oh, ad lib stock
marketquotations." So, perhapsthat is what I am doing. The original
xchange5 havesurvived for many years. The P8W has survived since
1790, theoldest exchange in the country.They have survived and played
varying roles overthis long period of time. First as veryregional exchanges,
trading onlyregional stocks amongregional brokers for regional custom-
ers; thenmoving into dual listing,trading mostly for regional-only mem-
bers; thenexpanding into dual listingsfor dual members; and moving on,
as youall recall, into thelate 1 960s when they became to many aconduit
for all kindsof reciprocal business. Inaddition to their role as market
makers, theyactually spent much of their timefunneling New York
Stock Exchange commissions,here and there.
Moving then to today'sclimate, I think we find them strongerthan ever.
They are makingcontributions in areas of innovation,competition, and
regulation. In terms of innovatiOrLthey have moved forward in such areas
as foreignmembers, institutional members,and in providing alternate
specialists. We have opened afloor in Miami, a new experiment.We are
moving toward trading of optionsand trading of government securities.We
have brought institutionalspecialists to the floor. Two lifeinsurance
companies are running books on ourfloor, which is certainly aninnovative
move. It hasbrought needed capital to the floor,and we hope to try to
expand that before we are toldthat institutions cannot continue asmem-
bers. We developed our own system,which we call CENTRAMART,which
is a computer system that operates on ourfloor, into whichspecialists can
input their trades and their quotes.This will help us to tie in notonly to the
combined tape, but also to the quote systemwhen itis developed.
The regional exchanges are verymuch alive and makingreal contribu-
tions in the areas of innovation, competition,and regulation. Wehave just
discussed some areas of innovation.
In competition, I think there is no questionbut that the regionalmarkets
are stronger, that they actually arecompeting in themarket-making func-
tion better than they ever have. Theyalso are competing, as wediscussed
in the last panel, in the area of servicessuch as clearing,and in many other
services that are being offered to members.
In regulation, I think the professionalstaffs the regionalshave developed
over the past ten years have provided amuch needed link inthe field of
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retail business,as you know,in the Miami area. Miami itself is a parochial
of a place.They love their football teamand various things that are
dear to thehearts of all Miamians.There seems to be a real interest in
doing business
with a Miami-based facility. We are getting agood deal of
interest fromthe local banks. Of course,they are not the size of New York,
chicagO,Philadelphia, and LosAngeles banks, but their trust departments
are begiflflmgto grow as peopleretire, move to Florida, and move their
trust accountSwith them. These banks aredirecting brokers to place their
orders on thelocal floor. This is another areawhere we hope to fill the
short-term gap.
In a month or so,we are going to begintrading in odd lots of
government securities.This will be another new move for us, in which we
hope some interestwill develop.
We are workingwith the other regional exchanges todevelop what we
have called amini consolidated quotation system,whereby we will link
together the floors of theregional exchanges, and specialists will be able to
know each other's quotesand trade and lay off on each other's books.
This, I think, may havebeen mentioned yesterday. We are, as Isaid earlier,
working to bringinstitutional capital to the floor of the exchange. Wehave
always felt that if theinstitutions; with their large orders, arepartially
responsible for the illiquidityof the marketplace, then one of the ways to
solve that illiquidity would be toforce the institutions to commit a portion
of their capital to the market-makingfunction. This was one of our goals
when we first considered bringingthe institutions in as full membersof the
exchange.t took us a long time,of course, because of the conflictof
interest and other problems theinstitutions faced before theycould take
this step. But two of them have done it,and another one now is consider-
ing doing so. It is just unfortunatethat it happened during the summerthat
the market performed so badly; theinstitutioflS simply did not want to
trade much. So we haven't seen, as yet,the full potential of thisexperi-
ment. But the money is there and, Ithink, the trading expertise isthere. All
we need is to see a flow of ordersfor the experiment to becomefull-blown.
These then, are some of the thingsIthink will enable theregional
exchanges, especially the PBW, to survivethis very difficult short-term
period, the period between the adoption of thecomposite tape and fully
negotiated rates and the adoption of thecentral market systeill.
I think once we reach the long term,it will be much easierfor the
regionals to survive. The long term presupposesconsolidated quotes and
the composite tape already in existence, moving intothe national clearing
system, and finally moving into the centralmarket system. Inthat system,
regional specialists will be able to compete. Not allregional specialists will
be strong enough to compete; not all will have theexpertise, nor will they
have the capital. But I think there will be those who areable to compete
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and who, during the course of the trading day, will fromtime to time
he making the best market. If itis the fiduciary obligation of
any broker
an agency order to find the best market, he will be forced
(luring trading day to go to the regional specialists; not always
but astheh markets are the best.I think that the regionals will survive,
and the
whole exchange system will be stronger once we react) thatpoint.
One of the thingsI would like to suggest to Mr.Loomis andCon- gressman Moss is something we have mentioned before. That
would be for the Securities and Exchange Commission to reverseits prioritiesit see5 to me to be an easier way to bridge this gap between
the difficult short-term period and what seems to be the easierarea of fulfillment.
They have been advocating, for some time, two majorgoals: fullynegotiaJ
rates and a central market system. One ties in with theother, Ifwe could persuade the good commissioners toreverse their prioritiesand work toward the adoption of the central marketsystem before theygo to fully negotiated rates,it would bridge this gap. Bothgoals stillwould be accomplished. If the industry could persuadethe commission_and
we hope to try to do this during the hearingsnow in progress_that both
goals will be adopted and that the industry willwork hard to moveto the central market system,ifthe commission will onlyput off the day offully negotiated rates at least until thequotes have been adopted
regional specialists will then haveaccess to the whole system, and the
transitional period will be far more orderlyand constructive.
ACKERMAN: As I stand here thismorning, I can't help butrecall sonieof the remarks Mr. Rickershausermade yesterday. Youmay remember that he classified our audienceinto two basic parts:one being those of us involved in the so-calledreal world (that is, thosewho are engaged in brokerage firm operations,market making, andexposing their capitalona daily basis), the otherbeing those whoare primarily lawyers, academi- cians, and representativesof the government.Since I do not happento fall into either of thosecategories, I am notsure I should be here at all today. And having listenedvery attentively yesterdayto some of the prognostica-
tions concerning thefuture of regionals, thethought occurred tome, as I am sure it has tosome of you, that perhapswe on this panel might better spend our timeconcentrating on job résumés.
Please do notmisconstrue this asan attempt at humor on my part. lim Needham, the chairmanof the NYSE (creditto Professor Ratner) expressed at a meeting Iattended in San Franciscoa couple of weeks ago that this i no time for the headof any stockexchange to try to be funny. So I'lltry not to be.




have someadjtistt'Tent5 to make and, of course, wewill have
come upwith new ways tocompete. But we have been doing this for a
Iontime; we areused to cornpetit!on;and it seems to me that those who
know howto competehave a distinct advantage overthose who in the
past havenever reallyhad to compete. We at the PacificStock Exchange
hpartilY endorsethe central market systembecause it promises to give us
anoppoitmntY to competeon an equal basis,arid believe me, that is a real
plus.
Recentlyat the Pacific, wecompleted an analysis of the probable effects
on ourvolume of theemerging central market system. Iwould like to share
some ofthose results with you.To begin with, we divided the central
market system intofour basic elements: the composite tape,the composite
quotation system,the clearing and depositoryinterfaces combined, and
negotiated rates. For the purposesof this analysis, we have considered it in
two lights:first, the effect ontrading activity in terms of the number of
trades and, second,the financial impact eachwould have on the exchange
overall. We are hopingthat the composite tape will beexpanded from its
pilot form to includeall securities, and that the Februarytwenty-first date
for beginning fulloperation will be met. We thinkthis is critical.I must
explain that we havetaken some broad-band ranges in thesefigures. We
first considered the mostpessimistic possibilities and their ultimateeffect
on Pacific. Wealso have considered an optimisticview, and we then tried
to arrive at a midrange,most likely possibility.
In the composite tape area, welook for an increase in thenumber of
trades per month in duallytraded securities at the Pacific ofsomewhere in
the neighborhood of 27,000or a55 percent increase in thenumber of
executions. The financial effect ofthis would be an increase inmonthly
operating income of some $60,000.There are, of course, someincreased
expenditures involved with the composite tape.We have cranked those
figures into our net operating accounts.The second and perhaps more
important element of the central market system,atleast to us,isa
composite quotation system. We feel this to beabsolutely vital. We believe
that its effect on the Pacific, and on otherregionals, will be far more
beneficial than the composite tape. We are striving torecapture trades that
now are off-boarded, and expect to ,ncreasevolume by 30 percentdue to
the order flow stemming from the best bid or offerthat is displayed on a
composite quotation system. We must remember,of course, that there are
two sides to every transaction; there is a buyer aswell as a seller. If you
assume, for example, that the New Yorkmarket is411/2_7/8and the PSE
market in that same dually traded issue is 41/8/4,obviously New York
would have the best bid, but Pacific would have the bestoffer. We would
hope to attract one side of that trade, which would be a100 percent
increase over what we are seeing today, becauseof thehistorical
JI
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monopoly that exists in the East, and becauseof the
cOmmullicat. systems that some brokers have which directall of theirtrading eastern exchanges.
The third element, which alsoispositive as faras the
Pacific is concerned, is the clearing and depositoryinterface Asyj know
many oi these interfaces are presently underwayin pilot form. iwould liketo takea moment to talk about the interface Pacific haswith theNationalClearing Corporation. This got underway aboutsix weeksago and is being
ex- pandeci to handle OTC trades for allNCC members.At themoment, this the only true national clearinginterface in thecountry. Membersof the Pacific Exchange can clear andsettle both listedand unlisted
transactj05 through one clearingcorporation and obtainone net sheet
Professor Mendelson has raised the questionof whether brokerswho arehandling both listed and unlisted tradesalways will haveto deal withtwo clearing entities as long as NCC exists.I can assureyou that that isnot the caseas the interface that Pacific hasthrough its clearing
corporation forover.the. counter trades makesapparent, it would seem tome that thesame sort of arrangement ought to be followedwith other clearing
corporations This interface is operatingvery, very well, and hasproved to bea classic example of what an interfaceshould look likeand what itcan mean to the members who makeuse of it. A clearinginterface for listed
securities presently is operatingon a very limited pilotbasis with theSecurities Industry AutomationCorporation (SIAC). Weexpect to expand thiswithin the next coupleof weeks, and lookfor a verypositive effect there.We do not see that there willbe any additionalclearingexpense to wire houses, and as a result,we expect additionalPSE trades. Therealso wilt be less incentive forour dual membersto split orders. I thinkyou all are aware of what thatmeans. When an ordercomes to the Pacific floor,say a thousand shares, ourspecialist may take onlya portion of it; thebalance then will be shipped to NewYork. It may beexecuted at thesame price, in mostcases it probably is.The customeris not affected,but the brokeragefirm ends up having toprocess two clearingitems instead ofone, thereby increasing its expenses. The interfaceof clearingcorporations will doaway with that, and weexpect regionalexchanges will beshown more ordersas a result. We have talkedabout depositorje5As you know,Pacific recently received trustcompany status forits depository,and is procdinga quickly aspossible for fullinterface with boththe Midwest andNew York depositories. Whenthatsystem is c:ompleted
brokers in New York willno longer beexposto additionalcharges for shippingstock to the coast, since this can bedone throughbookkeepingentries. We feel that this will increase tradingon the Pacificand on otherregionals that are involved in the interfaceWe expectthis willtranslate into 5,000trades per month, for an estimatj10 percentincrease in the
number of executions. The dollar397
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impact fromthe depositorYinterface should represent an additional
i 000 permonth in net operating income.
The fourthelement of the centralmarket system is negotiated rates. This
icihe one areathat we see as detrimental toregional exchanges, including
the pacific.It is detrimental because weexpect a loss of business due to
the reciprocalaspect that Elkins Wethedlltouched on a few minutes ago,
and we see areduction in the number of firms doingbrokerage business.
We estimatethe negative effect as being aloss of 80 percent of the
reciprocal business wecurrently receive, plus business lost from brokerage
firms that maydisappear. From this, we look for a decrease of 9,000trades
per month.The financial effect of negotiated rates,and this again is
midrange, comes tosomething like $20,000 per month.
So it is important to usthat before proceeding with negotiated rates, we
make sure that the otherelements of the central market system are in place
and operating. Theseother elements all are beneficial to us; but in their
absence and with theadvent of negotiated rates, there is no question hut
that the regional exchangescould experience some difficulty. Once all four
elements are in place, the neteffect should be beneficial for regional
exchanges. We estimate a 62 percent increasein the number of trades and
a total positivefinancial effect of approximately $35,000 per month. We
have not cranked into any of these estimatessuch factors as fiduciary
requirements by brokers to seek the bestmarket. We have not considered
the effect of a class action suit by a public investorwho was forced to pay
an unnecessary tax because ofthe marketplace his broker designated.I
think such a suit is inevitable. I think when that comes,the public investor
will make certain that his broker does not exposehis sell order to a
marketplace that requires payment of a tax, but will insistthat his order go
to an exchange outside of New York. Also, we have nottaken into account
what effects entry into the options business by the PacificExchange will
have. We fully intend to enter the options business, and areproceeding
rapidly to prepare a plan for submission to the SEC sometimenext year.
The real world today recognizes that makeiplaces are chosenby broker-
age firms primarily on the basis of their own economics,and not on that of
the public customer. I think brokers should check all markets toobtain and
consider factors such as the tax consequences to their customers.We see
this practice changing under a central market system, and we seethe
resulting redistribution of order flow having a positive effect forthe Pacific
Stock Exchange.
DOWD: We in Boston obviously have not anticipatedwith great glee
the impact of fully negotiated rates in advance of a central market system.
I
can confess candidly that, if we had our druthers, wewould much rather
have the central market system in place before fully negotiated rates are
adopted. The reasons, I think, are clear. As both Elkins and Bobindicated,398 Flkins Wetherill C. RobertAckerman,James E.Dow
we feel that fully unfixed rates will havea negative impact
on IflCCntjves for regional exchange membership.II a sole member
(an negotiatea satisfactory rate to have all of hisbusiness done inNew York,does i really need a regional membership?I hope thatCongressmanMoss and Phil l.00mis, as part ofmy captive audience, willbear inmind thatthe imposition of fully negotiatedrates, before at least thekey elementsof the central market systemare in place, could havesevere resultson the regionals, and particularlyon their membership.
As indicated yesterday, theregionals havebeen innovativein many areas, and it is hoped that they willcontinue to beinnovators. Ifthey do come up with innovativepackages for membersandinvestors, they certainly have a rightto a place in tomorrow'ssunrise. Youhave heard from Dave Rubin,from Dave Heller,from BarryTague, fromElkins Wetherill, and BobAckerman, andcan conclude thatthe regionalshave not been rolledover dead for the pastten years. Indeed,most of the innovations in this industryhave been developed,
massaged, andeither discarded or adoptedinitially by theregionals. Inautomated clearing,in communications, incustodianship, theregionals havebeen thepioneers. In a word,we intend to survive theadvent of fullycompetitive ratesin a central marketsystem. Collectively,we look forwardto unfixed rateswith great anticipation,provided that the keyelements are inplace at theproper time.
What havewe been doing inBoston inanticipation of theseimpacts? As Dave Rubin indicatedthis morning,we have almostcompletedour con- version towardthe continuousnet settlementsystem. We havebeen clearing OTCsecurities verysuccessfully for thepast eighteen months.We have appliedto the Massachusetts
legislature forauthority to havethe bank commissioner issueus a limitedpurpose trustcompany charter for the purpose of establishing
a depository inNew England.There isno doubt that politicalproblems havepreventedour obtaininga full-purpose trust depository. Thesimple factwas that the majorbanks in Bostoncould not agree amongthemselvesas to who thedepository wouldbe. Thereforewe, the innocent,had to pickup the ball andrun to the legislatureto seek our own limitedpurpose trust charter.Since we havebeen a neutralparty, we have beenable to getat least aposition ofno opposition fromthe major banks inBoston. I thinkwith the adventof thenew legislative session,in January, it willnot be too longbeforewe will haveour limited purpose charter. Allof you heardthis morninghow importantthe clearing and depositorysystem is to thenationalsystems oftomorrow, andwe certainly are going to bea part of thatsystem. We are in themidst ofa majorrenovation andenlargement ofour floor. And youmay say, Whywould anexchange inits right mind bespendingC
r
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a quarterof a million dollars, in these days, enlarging its floor? Maybe
I
will regret the impetus I have given to this. However the fact is that for the
past three years we just could not add any more people to our floor. By
January1, we will have room for nineteen new businessmen on our
floorOfle indication that we are optimistic about the future.
One year ago we organized a back-office service company similar to
Midwest's and to that on the Pacific Coast. We anticipated that this would
operate in the red for the first eighteen months. We were pleasantly
surprised when in August we broke into the black, not even a year into
operation. This has been a very successful venture.
As all of you probably know, we are one of the exchanges that accepts
foreigners into membership. This dates back to 1969 when we accepted a
subsidiary of the second largest bank in Germany. We are not entirely
unselfish in this posture. It has been good for our membership, it has been
good for the exchange. and it certainly has been good for the New England
region. When these foreign banks come to Boston, they bring with them
very substantial deposits. It also helps to broaden the shareholder base of
U.S. issuers. The foreign members' customers are big buyers, and the fact is
that when they buy, they rarely sell.
This leads into another innovative system that we in Boston have
undertaken. We are the only exchange, so far asIknow, that offers
custodianship service. This is a logical outgrowth of foreign membership. It
makes no sense for foreigners to buy securities and have them shipped
overseas. The building that we occupy was formerlythe home office of the
State Street Bank, and has a beautiful, big, Class A vault. It made good
sense for us to develop, at the DresdenBank's request, a complete
custodianship package. At the last audit, we were sitting on nearly $2
billion of U.S. securities for sixteen foreign accounts. We are notin
competition with the banks because we are not bankers; we do notrequire
deposits. Those deposits are sitting in New England banks. We areperform-
ing a required, necessary, and obviously very efficient service ascustodian
for foreign accounts. This grows year by year, and I cantell you that it has
been a very good adjunct to our overall service package.
We look on the advent of the common tape andthe quotes with mixed
emotions. Obviously, itis not without some fear andtrepidation. Barry
Tague and Elkins WetheriIl referred briefly this morningto a mini central
mart where we, Midwest, Pacific, andPhiladelphia are considering the
exchange of specialists' quotes among ourselves, sothat orders that could
not be completed, for example on the Pacific,might be tried in Philadel-
phia,inBoston, or the Midwest.Iam not sayingthereisn't any
competitive aspect in our thinking on this, but it seemsto me that if friends
in the regionals can't help each other,who can? And the business thatwill
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flow to each other, the superfluous business thatcannot he (Ionothe Pacific, the Philadelphia, or the Midwest,can flow tO one of theOthersf uI think we all will benefit from it.
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FEUERSTFIN. Yesterdaywe had some discussionthat the experience in this indust, hasbeen thatreform seemsto come only fromchaos, crisis, and catastrophe.Iwonder, since theregional exchangepresidents are suggesting thatwe shouldcreate the centralmarket systems beforewe havenegotiated rates, ifyou wouldcomment on (a) what formyou think thecomposite quotationSystem would take;(b) what kind ofcooperationyou could expectfromthe New York StockExchange in implementingit;
and (c) how long you think it would take.
DOWD: Boston, Philadelphia, Midwest, and Pacific,with or without
New York, are considering going forward with an exchangeof quotations
We think ills very important that we do this. As you know, foryears the
specialists on the regionals have been Operating almostin a blind with only
the New York tape to show last-sale prices, but eveii NYSEmembers who
are regional specialists on the Pacific floor or on Philadelphia's floorcannot
receive directly the needed NYSE quotations on their floors.So we do think
it is very important that we give each other our quotes asSoon as possible.
I do not anticipate that New York will jump at the opportunity ofswapping
quotes with us. Maybe there will be a change in New York's outlookon its
"proprietary" rights to its quotations. Maybe there will bea change in their
planned opposition to Rule 17a-14.I hope so, because I do thinkitis
necessary.
ACKERMAN:Ihave also noticed, in recent conversations withJim
Needham, a certain flexibility in his thinking on that. At lastreport, he was
prepared to go to his board with a suggestion that they rethink thequestion
as to proprietary rights on quotes and their willingness to share these with
other markets.
LOOMIS:Iwant primarily to report, for purposes of discussion,a
statement on this topic thatI heard on Tuesday when the Midwest Stock
Exchange was in for our hearings. They indicated theywere basically in
favor of competitive rates, but like the other regional exchanges, they have
some doubts as to its timing. But they did not say that the central market
system had to be in place before we went to competitive rates. They simply
said that the legislation now pending in Congress should pass before we go
on with competitive rates, and that they could go fairly soon after that
occurred. They were concerned about the condition of the economy, but
did not think that was controlling on the decision. This is another rather
statesmanlike viewpoint on this question, primarily because itis con-
templated that when the central market system becomes operational there
will not be fixed rates. Looking at all the plans, it seems to be the central
feature, so it may be difficult to get the central market system in place and
operating under a fixed rate regime. I am not quite sure how that can be
done. But I agree with the Midwest people that prompt enactment of this
legislation would be enormously helpful.
GLALJI3ER: Iwould like to ask the panel to explore some of the
implications of the impact of negotiated rates on the number of securities
exchange member firms. Mr. Ackerman suggested that there is likely to be
a decline in the number of members under negotiated rates.It has often
been argued that the really important impact of this decline will not be on
the character of the secondary market for securities, but rather on the
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primary market, that is,on the ability of corporations tosellSecurities and raise new capital.I take it that inyour support ofcompetitive rates have given some considerationto this argument and have
concluded thatit does not carry enough weightfor you to takea position agains[such rates. ACKERMAN: I feel that the Securitiesand ExchangeCommission hasnot fully developed its positionon negotiated rates, andwe feel this isan area in which there stillare too many unknowns. We havenot Come outin lull support of, nor have wecome out in Opposition to,
negotiated rates.The fact is, we have not takena position, and are notprepared to doso at this momentand probably willnot be for some periodof time. Onefact we think is determinableis that it will leadto considerableattrition inour industry. I do not knowwhether that is goingto mean the largerfirms, the medium-sized, or the smallerfirms.I do not think thereis anyquestion however, but that therewill be some attrition.
We also are extremelyconcerned with a subject thathas beendiscussed which Ifind of interest. Wehave not talked aboutthe problemsthat are inherent in theprocessing of transactionswithin a negotiatedrate envi- ronroent. If we have asmany different ratesas'e have different
brokerage firms, and takeyet another step and figurethat thereare as many different rates within a firmas there are different typesof transactions,I am notsure that the industryis prepared physicallyto handle theprocessing of that business. Thecomputer programming thatwould be involvedis consider able, assuming forexample that you hada hundred differentrate structures within one firmbecause it doesa hundred differenttypes of business.t involves, obviouslyvery, very substantial
computer programmingHaving had someexperience in Goodbodyand Companywith what happens when yougo overboard incomputer programmingIhave had good reason to be verywary of this problem.I am notsure that that isan answer to your question.I guess whatyou are asking is, If theregionals are going to sufferattrition because ofnegotiated rates, will thatnot also affect the NewYork StockExchange? Andmy answer to that is,Yes, it would.
GLAUBER: Excuseme, when I saidprimary market I didnot mean to distinguish betweenthe New YorkStock Exchangeand the regional exchanges, butrather betweenthe market forexisting securities andthe market for newlyissued securities,by whichcorporations raise new capital.
ACKERMAN. Itwould seem logicalto me, ifyou are going to havesome reduction in thenumber of firmsdoing business,presumably that would mean a reductionin the abilityto raise additionalcapital, becauseyou are not going to havethe samenumber ofpeople poundingon as many doors. That is whatitis all about
MINTL: I wouldlike to asktwo questions.First, to BobAckerman and toI
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Jim Dowd: Do each of your exchanges have plans for initiatingoption
trading?If so, where are you in your plans? Second,and this is for
anybody: Does anybody anticipate that the increasingvolume in option
trading might have an adverse impact on the ability ofcompanies to raise
new equity capital?
DOWD: Boston does not, at present, plan to tradeoptions. Maybe it is
our old, conservative, puritanic heritage; we took at the game goingon but
are glad that it is in Chicago's rather than our backyard. I think that option
trading has a place for its type of investor. I am delighted that thecapability
is available to those who choose to avail themselves of it.I am just as
delighted, however, that it is not in my backyard, thatI do not have to
worry about it.
Could I come back and add one additional point byway of an answer to
Bob Glauber's question? We understand and are concerned about the
possible demise of the regional firm. We are convinced that insome areas
regional firms, as opposed to the national wire houses, are prepared for the
future. They have in the past and presumably will continue in the future to
wait until the farmer is finished milking or plowing to talk to him, or will
wait until Saturday morning to talk to him. Certain regional firms will
continue to get the business they have enjoyed for years, regardless of
negotiated rates. But I will not be overly optimistic and conclude that this
will answer all our problems. We look for some membership shrinkage
among regional firms, Once they are able to negotiate attractive packages
for all services with a New York correspondent, they will rio longer need,
and have little or no economic incentive to maintain, a regional member-
ship.
GROSS: This is a question relative to the consideration of making the
quotes available among the regionals. Would the regionals,prior to
proposed enactment of Rule 17a-14, make those quotes available to
broker-dealers; and in either case, might NASDAQ be a suitable vehicle
for that purpose?
DOWD: It might be a second stage.Ithink as soon as possible the
quotes of dealers on various floors should be made available to each other,
at least,I would hope, to the trading desks of the major users of the
exchanges. But I do not think you need to have a nationwide distribution
of Boston, Philadelphia, Midwest, and Pacific quotes to every trading desk
in the country to get this thing off the ground. Ithink itis a worthwhile
second step and a very necessary one, however.
ACKERMAN: Iagree with that.
WEEDEN: I would like to go back to Bob Glauber's questionabout
primary markets and secondary markets, and try to pop a balloonwhich
has been raised so long and is full of hogwash; that is, the primarymarket
is dependent upon a particular type of secondary market. I think weshould
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understand that the main primary marketis in bonds and
OVerthecour,ter stocks, for both of which the secondarymarket always has bepoover the counter. That market is going to survive ifCOfllpensation to theStreet is sufficient to attract the efforts of thesalesmen, and theirmerchandise is something that is particularly interestingto the buying public.I thinkwe have found that despite theover-the-counter organization ofthe seconda market in bonds, the bond markethas become a very,very attractivearea of public investment and has becomea most lucrative area for theindustry I think if anything threatens theexchange, it is that they havea commjs0 rate structure that makes the saleof stock in the secondary
market less attractive to merchandise thana sale of the same stock whenit comesout as a new issue. If we are going togo down the road of niore andmore new issues,like Southern Companyor VirginiaElectric, the effortsof the industry are going to betoward concentratingon the opportunities inthe primary market. I donot see any relation whateverbetween theprimary market and themanner in which the secondarymarket isorganized GLAUBER: Isn'tit true that many of thebrokers who distributedfor exaniple, the SouthernCompany's recent issue, derivea considerable amount of their revenues fromtransactions in the secondarymarket on organized exchanges? Itis probably misleadingto say that most ofthe securities distributedare traded initially in theover-thecounter market and, therefore, thatthe type of primarymarket or the type ofsecondary market doesn't havevery much to do with it.
WEEDEN: Southern Companyand Virginia Electric:we inquired as to over-the-counter market profitopportunities for suchsecurities, and that is what the complaintof the exchangesis, that the profitopportunities in the Street will beeven greater if you havean opportunity eitherto make dealer spreads or to chargewhatever commissionyou thought would beappro- priate for thatmerchandise.
F[UERSTEIN. I am usuallya calm fellow, but thisis the one area in this whole debate thatmakes meangry. It makes meangry when this issue is raised for tworeasons:
First, whetherwe like it or notandthere arereasons not to like itthe flow of savingsin this countryis institutionalizedto a considerableextent. It reachessecurities markets in largepart through institutions,not directly from individualsTo think thatyou can financeAmerican industry by selling new issuesprimarily to individualswhen it is primarilythe institu- tions thatare getting themoney, to me isnonsense Moreover, it doesnot take thepresent size of sales forceto sell new issuesto financial institu- tions. It is true thatyou can haveimportant socialdebates about whether it is goodor bad to havefinancial institutionsbecome more powerful.But unless thereare substantialchanges in tax andother laws thatcause the funds to flowto these institutions,it is and will bea continuing fact of life.Second, and the point that particularly makesnie angry about this issue,
is the real economic value of the system that we noware supposedly
jeopardizing. It is true that in the 1960s theSecurities industry Constructed
a magnificientmechanism for raising capital fromthe public. But I think
we have to step back for a second and ask ourselves: For what kind of busi
ness
did we raise equity capital? I do not think it is an accident thattoday the basic
core of all industrialized societies, our utilities, our transportationsystem, our
heavy industries, all are either in serious financial and capitaldifficulties or on
the verge of bankruptcy. I think it may be that the mechanismwe constructed
in the 1 960s, which we look upon as the golden age of the securities industry,
infact, misallocated capital from areas of importance to thosethat are
peripheral to an industrialized economy. This capital-raisingmechanism may
have come close to being the destruction of our economy ratherthan
something very important.
LEWIS: I would like to return to the poor old regional stock exchanges.
There has been in the past an excuse used by major wire houses to explain
why they do not use the regionals. Ican speak with experience on the
Pacific Coast. Their execution setup funnels orders from many branch
offices, through their computers, directly to New York. This is justified on
the basis of cost and efficiency, particularly in a busy market. With that
background, we go to the composite tapes, and more importantly we
anticipate some day a composite quote system. What response will the
wire houses give now, and I am thinking mainly of retail orders, when the
best bid is showing on one of the regionals. There is a money factor, and I
would assume they are going to have to change their software. If they do
not search out the best bid and offer, would there be any pressure put on
them by the regulatory body to do so?
ACKERMAN: I think the point you are raising is a very good one, and it
is one that we have considered in quite some depth. It has to do with the
public customer's becoming more knowledgeable because of the addi-
tional visibility provided by the composite tape and quotation systems. I
think he is going to become more active in directing the brokerage firm as
to where he wants his order put. This has not been the case to datea fact
to which I can attest, having been on the other side of that coin, as a
partner in a New Yorkheadquartered, eastern-dominated brokerage firm,
with partners who were members on the New York floor.I can recall on
several occasions hearing it argued, quite successfully, that we always
wanted to direct our orders to the eastern floors because the regional
exchanges were not well enough capitalized and the execution might not
be as good as it would be in the East. Quite frankly, I believed that and
followed the policy in the branch offices with which I was involvedfor
quite some time. I see now, because of the exposure I have had toregional
exchanges, that this has not necessarily been the case. Certainly,there
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405have been instanceswhere one market mightbe better thanothers, butI think that the executionsyou can obtain on regionalexchangesIam not talking about orders insize, I am talking aboutsmall tradeswillbe almost identical to. inmany cases somewhat betterthan, what isavailableon the primary markets.
DOWD: Irecall a yearago last July when trading
in Occidental Petroleum was suspendedon the NYSE because ofan influx of orders.The large national wirehouses that had beentelling us foryears that allorders had to go to theprimary marketvery quickly found theway to thevarious regionats, none of whomhad suspendedtrading, to havetheircustomers' orders executed.They foundus when they hadto. LOVELACE: I would liketo go back fora minute to the twopoints that Don Feuersteinmentioned made himangry, and talk aboutthe first ofthe two, the heavy flow ofmoney to the institutions.That is reallya factor o the most recentperiod. Ifyou go back to theperiod 1960to 1968, the growth of stockholdingsof individualscompounded atabout 11percent per year over theeight-year period. Itis the same forinstitutions andfor total stockoutstanding. Thedramatic differencein proportionbetween institutions and individualshas occurredsince 1968, anddirectly parallels a period in which total
commissions in thegeneral securitiesbusiness have gone down and firmshave left thebusiness.Ithink that stillmay be something ofa debatable item,on a long-range basis;but I thinkthat the number of firmsin the businessand theirprofitability probablyare related importantly to theproportion of thevolume accountedfor by the indi- vidual investorvis--vis institutionalinvesting. McQUOWN: Myfirst commentshere pertainto those by DonFeuer- stein.I think Iheard himasserting a causallink betweenthe current financial difficultyof utilities,transportationcompanies, etc., andthe institutionalization ofinvestment capital.If so, hemay not realize thatthe problem withthose companiesis that theirreturn on investmentis com- petitively low.Both individualsand institutionsdirect their capitalthrough existing marketmechanismsto investmentsaccording to theirperceived attractiveness. Idoubt that thecapital-raisingmechanismsthemselves are even indirectlyrelated to theapparent lowexpectations for thosecom- panies.I find another
causal hypothesismore probable: thefinancial difficulty ofthose firmsstems fromgovernment controlson prices, regu- lated entry,and restrictedfreedom toact or innovate.The result: those companies nolonger offercompetitivereturns and thereforecan't raise capitalindividualor institutional.
Second, I havea question aboutthe reasonsfor institutionalmembership
on regionalexchanges.There areat least threeadvantages offeredto the institution:reducedcommissionexpense, marketmaking, andclearing- depository.Negotiatedrates willmost probablyreduce theincentive of
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institutional membership for the first reason. But why wouldn'tinstitutions
still be interested in the latter two? And, what about innovations, couldn't
they attract institutional members?
DOWD: With fully negotiated rates, there will be very littleincentive for
an institutiOn tohave membership, even apart from therequirements of
Rule 19b-2, which at present requires them to obtain at least 80 percent of
their business from unaffiliated sources. This is not to say, however, that all
institutions will have to get out. It may well be that Phoenix, which ison
the floor at PBW and has committed up to half a million dollars, more if
necessary, in market making as a specialist, will desire to continue this
activity as a separate profit center. Other institutions may find this prospect
attractive, not to save money on their portfolio brokerage, but to operate a
regional specialist book as a profit center. We hope that other institutions
will consider this possibility in the future.
RICKERSHAUSER: In his question about execution, Tom Lewis referred
to "the regionals" as though they were a homogeneous group. Everyone
else tends to lump the regionals together semantically as well. Yet we all
do know that different regional stock exchanges are different. On the
Pacific, during the month of October, two national wire firms hooked up
with the automatic execution service that accounted for approximately 30
percent of total transactions volume. The automatic execution innovation
is one of the reasons you can get a slightly more optimistic tone from Bob
Ackerman than you could yesterday from Barry Tague. Those wire firms
obviously are executing because they think their customer is getting a good
execution, while they are doing it cheaper. Now, the trouble is that, no
doubt, New York will eventually come up with a similar execution system;
so we will just have to stay a stepahead of them.
LOOMIS: I was going back to Tom Lewis's question in his exchange
with Mr. Ackerman. Where have the regulators been all this time? The
question has been raised, over the years, as to why some of these wire
houses set up their switching systems so that the issues went automatically
to the floor of the New York. The answer you always get, or got, wasthat
New York was, as it calls itself, "The Exchange." It was presumed that
every customer wanted his order executed on the NewYork Stock Ex-
change unless he specified, in advance, to the contrary; and the wire
house expected to have lots of explaining to do if it executed acustomer's
order anywhere else. But as Chuck Rickershauser has just said, thatclimate
is changing, and with the composite tape and the composite quotes,I do
not think that one can maintain any longer the doctrinethat the customers
never have heard of any exchange except NewYork.
PAINTER:I am still concerned. Don Feuerstein is a verygood friend of
mine, and I would not want him to go away from thishelpful conference
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of primary investment is, as hesays, being channeled through
institutional sources today, is it not also true, as Sidney Flonier pointedOut toUs, that increasingly, individual or private investorsare investing notin Stocks but in good-grade bond issues? This ofcourse speaks well for the
fldividual private investor. All I anì suggesting is thatpossibly what weare seeing isa shift out of equities into bonds.
FEUERSTEIN:Ithink that is taking place.
MINTZ: Back to Tom's question.I think one of theproblems withthe quotation system might be that ifone goes down to the floor ofthe Pacific Stock Exchange witha small order of a hundredor two hundred
shares, one might find that by the time hegets there, the quote isgone and he could have done better in NewYork. However, I thinkI would beinclined to advise my brokerage clientsto have a written procedurerequiring that their order go to where the bestmarket is, as indicatedon the quotation system.I would include regionalexchanges only if thebrokerage firms could be assured of receivingthe next print in NewYork followingreceipt of the order on the floorof the regional exchange.
ACKERMAN: That is essentiallythe guts of the Cornexsystem whereby all orders up to 199 shares(this is the system Chuck
Rickershatjse,. and Phil Loomis referred to)are processed automatically,untouched by human hands, througha computer and executedat a price basedon the next New York print. There isa formula involved, depending
upon whether the next print is a plus tickor a minus tick. Arecent study of ours tooka sampling of a hundred executionsthat occurredon Coiiix and foundthat all of them were equalto or better than theywould have been hadthe order gone directly to New York.On 43 percent of thetrades theywere better. MINTZ: I think thequotation system willgo a long way towardgetting an order flow toyou. Integrating thesystem that you now havewill create a certain degree of reliabilitythat one willget in an execijtionas good as, if not better than,on the floor in NewYork.
ACKERMAN: Isn't ittrue, and Iguess this is a basic factof life, that if each market makerhas availableto him the quoteson markets that are made in other places,and a floor brokercomes up to him withan order, for example,in New York, andthe quotationon a regional may be the better quotationthan he is beingshown by hisNew York specialist,is it not a fact of life thatthe New Yorkspecialist might beinclined to change his quotationin order to keepthe businesson that floor? I'dexpect us to wind up witha series ofmarketplaces in whichquotations are going to be virtually indentical
MINTZ: Thatmay happen withbrokers on theNew York floor. Asto the client out in thehinterland however,he does notyet have that communi- cation with the NewYork specialists;they are basicallygoing to be looking at thequotation system,certainly in thetrading departmentof the firm.ACKERMAN: It will be going through the floor brokerOn the floor in
quection however, and he will be aware of markets on other floorsIt will
be at the floor broker's discretion, not at the specialist's discretion,as to
where the order is executed.
MINTZ: The hope is that that decision might be madein the trading
department of the firm. If riot,it would have togo to the floor broker in
New York and then get shipped back.
ACKERMAN: The hoie is it would be made by the firmitself based on
the best interest of the customer; or by the customer himself by designating
the marketplace in which he chooses to do business, either because oftax
reasons, as we discussed before, or for any other reason.
MINTZ: A brokerage firm should consider with its legal counselthe
content of written procedures which may be adopted in connection witha
composite quotation system.
IRELAND: In my continual effort to keep the "rea! world" of trading
before the group, I would like to make a couple of comments as to howwe
are going to be affected next year. The industry has set up a composite tape
that probably will run much faster than we can read. They are comingup
with the composite quotation system, but it is unclear whether or not we
will really have it on our desks. You developed a system of negotiated
commissions, in which, after we have done the trading we will have to try
to negotiate a commission, which would naturally bind us because of
fiduciary requirements. We are going to have to make public certain of our
large holdings and transactions on a quarterly basis, which will open us up
to a certain amount of criticism. I just hope that we do not have too many
more improvements.
LELJKER: Commissioner Loomis alluded to this, and it is one thing that
has not been discussed too much here. In an over-the-counter execution,
especially since the advent of NASDAQ, it is fairly simple for the trader or
the order clerk handling a public order to obtain best execution. The client,
when he receives his confirmation, just notices that it was sold over the
counter with the broker acting either as agent or as principal. But the thing
I have been fighting for during the twenty-eight years I have been with a
regional firmis the matter of education. We still have orders that we
receive either from our registered representative or from our clients saying,
"This order is to be executed in New York only." It so happens that our
computer channels all dually listed orders to our man on the floor of the
Pacific Stock Exchange, and he makes the decision, based on where the
client can obtain best execution. If the specialist on the Pacific Exchange
cannot execute that order on the next sale, and if he is unable to protect
it, the order is shipped immediately by our wire to New York. Believe it
or not, very little time has elapsed. We do not wastethat much time.
Nevertheless, the educational process to the registered rep and tothe
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client, under a central market system, is toconvince them both thatan order executed on the Pacific, or Midwest,or third market was thebest execution. U isstill,Ithink, a very difficult thingto do, and avast educational program has to be developed.
WEEDENe Bob, isn't what Clem just saidat the heart of all ourproblems? We have to re-educate peopleon this concept of primary andsecondary markets. The composite tape and thequotation system are goingto go a long way in doing that. It might endup that because we are riotas good as we think, and can't maintainour competitive position either inmarket making, clearing, communications,or access, all the business willend up on the New York after all. But for thefirst time we will havean opportunity
riot only to educate the public that thereare other competitivemarkets, but even our own membership. In theway that jay Mintz asked thequestjon__ if I go to the Pacific CoastI might miss the niarket inNew Yorkitcould just as easily be rephrasedthe other way, asif Igo to New York, I might
miss the market on the PacificCoast. Now, you donot think of it thatway because New York is theprimary market; but foryou, it probably takes longer to get to NewYork and find out that thequote no longer isany good. It also costsyou more to go out there,you as a broker; soonce we get the tape and the quotationsystem even you might changeyour attitude that your customer willbe better served by takingthe risk of goingto the Pacific Coast beforetrying the New York. Youmight end up findingthat even though the Pacific Coastis outside the New Yorkrange, the net cost to the customer will bejust as good as if thetrade had been donein New York; and for the firsttime you andyour customer will be satisfiedwith executing on the Pacific Coast,outside the NYSErange, which you will not do today.
ACKERMAN. Withyour usual, unerringaccuracy you have managed again to pinpoint theheart of theproblem,Itis very definitelyan educationalprocess, one that is not onlylong in coming, butalso will not be accomplishedeasily or overnight.We have ourown investment corn- rnunity, in additionto the public. Iam not sure which hasto be educated first.I would probablybe inclined tothink thatit would beour own investment communitymeaning the registeredrepresentatives, the branch office managers,and on up the ladder,who most needto he educated on this topic. Theelements of thecentral marketsystem, some of whichwe have discussedhere, I thinkgo a long way towardhelping that educational process come about.
RICKERSHAUSER: Iwant to makea statementI noticed in theprogram it sayswe are going to havean open discussionperiod.I assume that anyone has a rightto make astatement withoutnecessarily offending anyone else.I am impressedby theimportance and potentialof the automatic executionfacility developedby the PacificCoast Exchange. InViews from Regional Exchanges
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my thinking itis an important first steptoward what thecentral market system is all about. It provides an answer,eventually, to theguarantee of best execution, and to the way the regiondl
exchanges caneliminate their inferiority complex, which is flow verypervasive. If thevarious regional exchanges each develop an automaticexecution Systemon their own floor and then tie them together with a quotationSystem, their variousspecialists will have priority and precedence in terms ofwhere an ordergoes. If a wire house sends an order into that System,and if thereare several quotations at the same level, it willautomatically go to themarket maker who got there first. It will then be possible forany regional marketmaker to have an opportunity to attract business bybeing "first" withthe "best" price. That is what it is going to take to makea real central marketsystem for public orders.
For a long time nobody thought that thereever would bea central
market system, of that sort, for institutionaltrades; but if thereare four, five,
or six market makers operating under such a system, Ican imagine that the
progression from 201, 250, or 300 shares andfrom five, six,or seven
market makers will occur very rapidly, andwill permit us toget good,
automatic execution for orders up to 1 ,000or 2,000 shares in the not too
tar distant future.Ithink it could be developedbeyond that, but inany
event we then will have something thatcan truly be called a central market
system.
ACKERMAN: To answer your question, first,there is nothing magical
about the 199 figure. Obviously this could behandled as an odd lot,
automatic execution system only, butwas expanded to 100 shares plus the
odd lot, up to the1 99-share position. The disappointingpart of this
discussion to mc is that :tappears the Pacific's automatic execution system
comes as somewhat of a revelation to many of thepersons here, despite
the fact that it has been in operation forsome four or five years. Probably
this is one of the Pacific Exchange's least desiredbut best kept secrets.
L